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Executive _Summary

Pursuantto Section802.109 of TexasGovernmentCode NEPCLLC(NEPC)hasbeenengagedby the
EmployeesRetirement Systemof Texas(ERS)to conductanindependentevaluation of the
appropriateness,adequacyand effectivenessof %2 westmentpolicies,proceduresand practices.

This Reportcoversfive Evaluation Topics,broadly definedin Section802.109 of the controlling
GovernmentCode:

1) Ananalysisof anyinvestment policy or strategicinvestment plan adoptedby the retirement
system;

2) Adetailedreview of the retirement O U O Oiviesin@nt assetallocation;

3) Areview of the appropriatenessofinvestment feesand commissions;

4) Areview of the retirement O U O OdoVethéhceprocesseselated to investment activities;
and

5) Areview of the retirement O U O QiAviesin@nt managerselectionand monitoring process.

For eachof the five Evaluation Topics,we havenoted the Activities Completed,Standardsfor
Comparison,Findings and EnhancementRecommendationdEERSmay wish to considerfor
improvement.

Overview of Activities Completed:

The ERSTexasStaffprovided all documentsrequestedfor review by NEPCin atimely fashion.
NEPQalsoconductedtwo daysof on-site interviews with ERSStaffsupplementedwith numerous
follow-up emailsandtelephonecallsto further investigate the implementation of policiesand
procedures.

Overview of Standards of Comparison :
To prepare this Evaluation Report, NEPCassembleda Reviewing Teamthat consistedof:

SamAustin, Partner and Lead Consultantfor ERSTexas

Bill Bogle,Partner and ChiefComplianceOfficer

Tim Bruce,Partner and Director of Portfolio Construction
JohnKrimmel, Partner and Public Fund TeamConsultant
Kevin Lau-Hansen SeniorOperational Due Diligence Analyst
Mike Malchenko,Public Fund SeniorConsultingAnalyst
Tony Ferrara, Public Fund TeamConsultant

NEPQdrew upon the Z££E Orhote @han 30 yearsof experiencein observinginstitutional investors
like ERS.We currently advise376 clients,including 69 government-sponsoredretirement systems
i 00 O& O IE ARNEP8kedfor acomparisonreview basedon the experienceof our most senior
Public Fund Consultants,including JohnKrimmel who previously servedasthe ChieflInvestment
Officerat two public retirement systemssimilar to ERS.We alsoreceivedareview of our analysis
by William Bogle,the NEPCChiefComplianceOfficerand Headof Operational DueDiligence.

Asafurther standard of comparison,NEPCaskedERSor alist of peerinstitutional investorsand
ERSStaffprovided alist of twenty (20) peers. NEPGexaminedthe Investment Policy Statements
and other publicly availabledocumentsasan additional sourceof industry prevailing practice
alongsideour experiencewith similar clients we work with directly.



Overview of Findings:

NEPQenerallyfinds %2 Pdlicies, proceduresand practicesto be appropriate, adequateand
effectivewhen comparedto industry prevailing practice.

Overview of Enhancement Recommendations :

NEPid identify severalareasthat ERSand its stakeholdersmaywant to considerfor
improvement.

Critical Recommendation:

1)

ERSand the plan sponsor should develop acomprehensive plan to mitigate the
consistent negative cashflow impact to the Trust resulting from underfunding of the
Actuarially Determined Contribution from the PlanSponsorto ERS.This recommendation
is central to the future health of the Retirement Systemandits ability to pre-fund benefits.
For further detail and additional related findings, seeSection2 (B), beginningon page9;
and Section2 (D), beginning on page16 of this Report.

Non-Critical Recommendations:

2)

3)

4)

5)

6)

ERSshould conduct an informal annual review of capital market assumptions as
currently required by statute. For further detail and additional related findings, seeSection
1, beginning on page6; aswell asSection2 (A), beginning on page9.

To the extent permitted under TexasLaw, ERSshould seek statutory procurement
exemptions similar to thoseapplicableto other large public funds amongthe peergroup to
allow ERSadditional operational flexibility whenthere is aneedto quickly replacea
struggling investment manageror take prompt advantageof an opportunistic investment.
For additional detail and related findings, seeSection5, beginningon page42.

ERSshould establish amore formal process of projecting and reporting on liquidity
risk. This processshould be acollaboration betweenthe Director of Fixed Incomeandthe
Risk Committee. This processshould monitor liquidity risk using scenariostresstesting. A
well-defined processand procedure should bein placeand memorialized within guideline
or policy documentation.For additional detail andrelated findings, seeSection2 (D),
beginningon pagel8; aswell asSection5, beginning page42.

Future trade cost analyses should include fees,estimated impact and other implicit
costs of trading , aswell asthe current tracking of explicit commissioncosts. This more
granular review of trade costswill require that the Trust maintain a databaseof time-
stampedtrade information that canbereadily accessedy athird -party firm engagedo
producefuture trade costanalysisagainstan appropriate benchmark. Asummary of the
trade costanalysisshould be reported to the Board at leasteverythree years. For
additional detail andrelated findings, seeSection3, beginningon page21.

ERSshould review the current practice of bundling the cost of research with total
trade costs. While permissible in the current regulatory environment, agrowing number
of Public Fundsno longer useasoft dollar program. Instead many haveunbundled from the
paymentfor researchfrom trade execution. We acknowledgethat ERShasan



7)

8)

understandablylarger appetite for researchgiventhe 4 O O @fQe&r percentageof assets
under internal active managementin comparisonwith peers. For additional detail and
related findings, seeSection3, beginningon page21.

In its next annual review of the Investment Policy Statement (IPS), ERSshould make
revisions to improve clarity, efficiency and accountability within the document.For
additional detail andrelated findings, seeSectionl, beginning on page6; aswell asSection
2 (C) beginningon pagelb.

ERSshould compare Standard Operating Procedures (SOPs)across asset classesand
create astandard format that is more consistent. While somepolicies and procedures
will necessarilybe unique to eachassetclass,there is awider than expectedvariancein
detail and clarity amongthe assetclassSOPs For additional detail and related findings, see
Section2 (C) beginningon pagelb5; Section3, beginningon page21; aswell asSection5,
beginningon page42.



Section 1. Investment Policy Statement Analysis and
Compliance

Activities Completed:

To review the IPSfor the ERSNEPCaskedthat the ERSStaff provide the most recent version. We
alsorequestedinformation on the processand the parties involved in the most recent revisions to
the document. NEPCalso audited Board minutes, Standard Operating Procedures,and assetclass
guidelinesto confirm that they comply with the IPS.

Standard of Comparison :

Todocumentthat the structure of the IPSandthe 0 I Ador@pflancewith its IPSare consistentwith
prevailing practice, NEPQusedathree-step evaluation process.Thefirst stepinvolved comparing
the IPSto the recommendedinvestment policy statementsby the GovernmentFinancial Officers
Associationj O' & /ahdéh€EGFAlnstitute. Thesecondstepwasto comparethe3 U O O R$td O
the NEPGsamplelPStemplate. This template applies. %0 #83y€arsof experiencein working with
public fund clients on both the structuring of, and compliancewith, their investment policy
statements. Thethird stepwasto comparethe 0 1 AlPSio®he investment policy statementsof the
large,sophisticatedinstitutional investorsidentified aspeersby ERS.

FEindings:

Themost recent version of the IPSwas approved by the ERSBoard on May 22nd, 2019. The IPSwas
heavily revised during calendaryear 2018 to streamline the document,clarify accountability, and
sharpenthe focuson higher level policy, organizational structure andinvestment beliefs. The goal
wasto mold the IPSinto adocumentthat clarifies the strategic purpose and provides flexibility for
tactical implementation. Much of the granular detail on investment processthat had beenin the
prior version of the IPSwas movedto assetclassTactical Plansthat are now reviewed by the Board
on anannualbasis. Therevision wasacollaborative effort betweenthe ExecutiveDirector, Chief
Investment Officer, Investment Staff, Officeof the GeneralCounselBoard of Trusteesand
Investment Advisory Committee of ERSTexas advisedby Aon Hewitt (which was%2 &éneral
Consultantuntil December31,2018). NEPCwhich was appointed asGeneralConsultanton January
1,2019, reviewed and endorsedthe IPSrevisions prior to Board approvalin May 2019.

The ERSIPSis generally consistentwith the following elementsrecommendedby GFOAthe CFA
Institute andthe NEPAP Stemplate:

Scopepurpose,investment objectives,investment philosophy/beliefs
Governance

Investmentguidelines

Assetallocation, rebalancingandfunding policy/procedures

Internal controls

Authorized intermediaries (custodians,depositories,broker/dealers, etc.)
Riskmanagementand objectives

Performancestandardsand procedures
Reportinganddisclosurepolicy/procedures

E R |

Asnoted in our EnhancementRecommendationsthere are non-critical differencesbetweenhow
the NEPCGemplate andthe ERSTexasdocumentarticulate performance objectives,rebalancing

1 see Appendix A



policy, funding policy andinternal controls over liquidity management.

The ERSPScomparesfavorably with the investment policy statementsNEPG=xaminedfrom the

peer group of similar investors. %2 BP8&is aheadof many of its peersin the thorough and detailed
treatment of governance.In addition to clarity in definition of roles and responsibilities,the0 1 AT & O
IPSalsoprovides additional detail on processessuchasproxy voting, scrutinized investments,and
securitieslitigation.

Oneimportant difference betweenthe ERSPSandthoseof its peersis that %2 Pedformance
objectivesdo not refer to achievingor exceedingthe actuarial assumedrate of return in the stated
investmentreturns overrolling five-year periods in excessof the adoptedbenchmark,andto
achieveinvestment results commensurateto the amount of activerisk (tracking error or other
appropriate risk measurementmetric) A O O O I Iirdvigwing the 20 Plansthat ERSconsiders
peers,we noted that 18 of thesePlansare public funds with actuarial assumedrates of return. Of
those 18 plans,16 mention meeting or exceedingthe actuarial assumedrate of return asone of
their performanceobjectives.

ERSeferencesanother statementof goalson page7 of the ERS2019 CAFRO 4 Endin goalof %2 3 &
retirement programsis to fully fund the long-term costsof benefits provided by statute, through
disciplined andtimely accumulationof contributions and prudent investment of assets.The policy
seeksto balancefive principle objectives:(1) 100% paymentof vestedbenefits; (2) contribution
stability and soundfinancing; (3) intergenerational equity; (4) workforce parity; and quality of

AAT AEEOG 8

Goingbackthrough %2 Bdard Meeting minutes, we canseethat the Planis following the IPSin
terms of pursuit of objectives,delegationof authority, decisionmaking process,aswell asthe
frequencyand detail of monthly, quarterly, annual and other periodic reporting to the Board. As
%2 Sénerallnvestment ConsultantsinceJanuaryl, 2019, NEPChasdirectly observed,that ERSs
adheringto the governanceand complianceguidelinessetforth in the IPS.

ERShastakenthe necessarystepsto diversify its portfolio and put in placeprudent risk controls.
Undernormal market conditions, the Trust should be ableto sustainacommitment to the IPS
policies under mostlikely foreseeablemarket environments and the investment managersshould
be ableto maintain fidelity to their respectivepolicies. However, it isimportant to note that ERS
may not achievestated objectivesover significant periods of time given persistently abnormal
circumstances(including, but not limited to, low or negativeinterest rates, persistent shortfall in
plan sponsorcontributions, deflation, liquidity traps, globalrecessionheightenedbarriers to trade,
breakdown of financial markets, or exogenousgeopolitical turmoil).

Enhancement Recommendations:

Asnoted in our findings, ERShasa thorough and thoughtful IPSwhich, in someareas,goesbeyond
industry prevailing practices.However,improvements should be consideredin the next IPSreview
cyclefor the sakeof additional clarity, accountability and efficiency:

1) TheFundingPolicyis not directly articulated within the IPS. Instead, ERShasa separate
Funding Policy documentthat wasfinalized in May of 2018. It is not uncommonamong
public funds of %2 3iZeto haveaseparateFundingPolicy. Severallarge NEPCclients and
the majority ofthe 0 I Apdedér<@re choosingto articulate their funding policy in aseparate
document.



2)

3)

4)

5)

ERSshould pursue acomprehensivereview of funding policy to help ensurethe retirement
security of Planparticipants and beneficiaries. We do note that funding for the planis
outside of the direct control of ERSWith the persistent shortfall of contributions from the
Stateof Texas,jt may beincreasingly difficult to achievereturn targetswhile maintaining a
prudent level of risk.

Theactuarially determined contribution is calculatedeachyear,is determined by the

3 U O O &ciudry@ndis reported to the State of TexasThe actuarially determined
contribution has not typically beencontributed by the State. The TexasConstitution z in
Article XVI, Section 67 (a) (i} requires that the financing of benefits must be basedon
soundactuarial principals. ERScurrently hasaflat contribution rate by statute, which is not
tied to the actuarial liabilities. ERShasadoptedafunding policy that recommendschanges
to the amortization period from a31-year openamortization period target to aclosed
amortization period, starting at 31 years. The funding policy alsorecommendsashorter
amortization period onceprogresshasbeenmadeon the closed31-year period liabilities.
Theactuarial standardsrecommendFundsusealessthan 30-year amortization period.

ERScites addressingthe contribution shortfall asaMajor Initiative on page8 of their 2019
CAFR.O 4 Bystemwill provide information consistentwith its funding policy to the Texas
Legislatureon the status of the state employee judicial and supplementallaw enforcement
and custodial officer plans.Thecurrent contribution levelsare not consideredsound
funding and the financial status of theseplanscontinueto AAAT ET A8 6

Werecommendadding languagethat includes meeting or exceedingthe & O 1 Actuéial
assumedrate of return over the long term.

NEPCalsorecommendsthat the definition of an assetallocation study be more preciseand
that the timing of suchstudies be more flexible. In light of the unprecedenteddrop in
interest rates and expectedreturns for public market assetclassesaninformal review of
the capital market outlook should be done on annual basis. When capital market
assumptionschangesignificantly, this mayleadto what NEPQrefers to asan asset
allocation (or assetonly) study more frequently than every 3-5 years. Onpagel5,the ERS
IPSstatesO & | Odsskthllocation studieswill be conductedat leastevery four yearsin
connectionwith the actuarial experienceO O & NEP&ould actually define the type of
study describedin the prior sentenceasanassetliability study asopposedto anasset
allocation study. It is prevailing practice among%2 Pe&rsto conductan assetliability
study every 3-5 years,but assetallocation studies canbe more frequent.

Regardingthe 0 1 Arkb@aléncingprocessand policy, NEPCadvisesERSo documentthe
frequency of rebalancing,transaction costconsiderations,and whether assetclassesareto
berebalancedto mid-rangeor target. This documentation may either reside in the IPSor in
the operating proceduresfor relevant assetclasses.

NEPGsuggestanoving the current Table 3 of ChapterlV (AssetClassAllocations and
Ranges)into the IPSappendix. This would facilitate the efficiency of reflecting future
changedgo the assetallocation, sinceonly the appendixwill needto be updated while the
IPSitself remains evergreen.



6) NEPGhasseveralsuggestionsregarding items to be reported to the Board. The CFA
Institute and GFOAdo mandatemonitoring and reporting proceduresbe outlined
somewherein the IPS.ThelPSshould specifythat performancereporting include net of
investment managementfeedata. At leastonceeverythree years, NEPQGrecommendsa
trade costanalysisreport to the Boardthat summarizesexplicit commissionsaswell as
implicit costsof trade execution. NEPCGalsorecommendsa comprehensiveannualreport
onliquidity risk. This goesbeyond the current languageon page2?2 that statesO 3 O A £/
prudently andactively managediquidity within the other assetclassesand specifically
reports backto the Boardin the caseof private market assetclassesn quarterly assetclass
OAPi1 OOET Cco 8

7) Additionally, aspart of prevailing practice for this section,the Planmay wish to consider

Section 2. Asset Allocation Review

2(A). Processfor Determining Target Allocations

Activities Completed:

Toreview the Investment policies and practicessurrounding assetallocation and assetliability
measurement,NEPCaskedthat the staff of ERSprovide the mostrecent version of the asset
allocation and assetliability study policies. Further, NEPCevaluatedthe pastassetallocation
recommendationsand assetliability studiesthat were completed.

Standard of Comparison:

To ensurethe Planis following prevailing practicesasit relatesto the assetallocation process,
NEPQusedatwo-step evaluation process.Thefirst stepinvolved comparing%2 pdlicies and
practicesto the prevailing practiceof. %0 #I@rs. Aspart of our methodologyfor evaluatingthe
reasonablenesof this policy asoutlined abovein the Standardof Comparisonsection,severalpeer
institutions were comparedto %2 asSetallocation policies.

Eindings:

ERShasdevelopedaclear processthat allows for routine setting, monitoring, and review of both
the assetallocation of the portfolio andthe assetsand liabilities of ERS.This processis consistent
with prevailing practice amongpeer public pensionfunds. Theimportance of assetallocation is
codifiedin %2 #P8ascentral to the investment philosophy of the ERSportfolio. Chapterll, Section
Aofthe IPSstatesthat the O O E m@stindportant decisionthe Board makesis the long-term asset
allocation decision.Staffare taskedwith implementation though prudent and sound strategic

A A A E ONEPhdlie®esthis sentenceprovides clarity and contextto Board memberson the
importance of this function aswell asthe oversight for responsibility.

More specifically,the IPSstatesthat O £l Gésétdllocation studieswill be conductedat leastevery
four yearsin connectionwith the actuarial experienceO O O Adsttdd previously in Section2 (A)
of this Report, NEPGwvould define this type of study donein conjunction with the actuarial
experiencestudy asan assetliability study instead of anassetallocation study. The forward - looking
projections for the assetliability study are prepared by the Actuary,with input provided by the
Generalinvestment Consultanton capital market expectedreturns, volatilities and correlations.

9



Both the Actuary and Consultantreport their projections to ERSStaffandthe ERSBoard. The
actuarial experiencestudy will be conductedeveryfour yearspursuantto TexasGovernmentCode
§815.206(c).Within eachassetclassthe CIO,n consultation with the ExecutiveDirector, shall
adopt portfolio implementation strategiesandinvestment stylesto meetthe overall investment
objective of eachassetclass.Stafffor eachassetclasswill presentto the Boardat leastannually an
overview of their program, including the forecasted12-month plan for the assetclassasatactical
plan. The strategic allocations canbefound in ChapterlV, Table 3 of the IPS.

Enhancement Recommendations:

Asnoted in our findings, ERShasdevelopedadetailed assetallocation and assetliability review
process. Theapproachis robust and sufficiently detailed to maximize effectivenessWerecommend,
asnoted in Sectionl, addinglanguagefor aninformal review of capital market outlook

onanannual basisto improve flexibility for ERSo respond on the marginsto rapidly changing
market environment. This annualreview mayfind causefor the Retirement Systemto consider
minor changesto its assetmix more frequently than every four years. Frequentassetallocation
changeshowever, are not meantto be atactical tool. Significantchangesto the strategic asset
allocation should not be madewithout careful consideration and are not expectedto occurevery
year.

2(B). Expected Risk & Return Summary

Activities Completed:

NEPQeviewed the following documents.

NEPCAssetAllocation Teamprocessfor developingexpectedrisk and return forecasts
ERSnvestmentPolicy Statement

2019 Actuarial Valuation Report

2018 FundingPolicy

2017 ALM Study

2015 Liquidity Study

HedgeFund TacticalPlan

Private RealEstateTactical Plan

External Advisor ProgramUpdate

CaledonMarket Overview

Opportunistic Credit TacticalPlan

Private Equity Tactical Plan

Private Infrastructure Annual TacticalPlan

FixedIncome Program Market Updateand Program Overview
HedgeFund Program Market Updateand Program Overview
GlobalPublic Equity Market Updateand Program Overview
Private Equity Program Market Updateand Program Overview

B 5 N U O S N N U S U N U S N S N N U S N S N U S N S N SN

Standard of Comparison:

We comparedthe processby which ERSTexassetsand regularly assessegxpectedrisk andreturn
information with . %0 #xp&iencewith how similar public pensionplans approachthis process.

10



Eindings:

Aswith mostother public pensionfunds, ERSelies on its GeneralConsultantto provide capital
market forecastsfor expectedreturns, volatilities and correlations amongthe assetclasses.ERS
Staffresponsiblefor eachassetclass,and applicableassetclassconsultants,alsoexpresstheir own
view on market outlook in their Tactical Plans,Market Updatesand Program Overviewsreported to
the Board. The ERSRiskManagementand Applied Researchi O 2 - !T@amn(@gularly reports to
the Board onrisk conditions presentand anticipated in the markets.

. %0 #dpi@l market assumptionsprovided to ERSare developedby. %0 #assddallocationteam
which consistsof senior investment professionalsaswell aslicensedactuaries. Theseassumptions
areforward -looking and fundamentally basedforecastsdevelopedwith proprietary valuation
modelsto generateboth anintermediate andlong-term outlook. Thelong-term outlook representsa
foundation on which to build astrategic allocation to meetlong-term objectives.Theintermediate
outlook representsaplanning horizon over which more dynamic assetallocation decisionscanbe
developed.

Assetclassforecastsare basedon acombination of forward -looking analysisand historical data.
Forecastsare producedfor 22 traditional assetclassesand 25 alternative strategieswith both pre-
tax and post-tax assumptions.Historical information dating backto 1926, which includes monthly
indexreturns, cashrates,inflation rates,bond yields,and valuation metrics are utilized to both
frame the current economicenvironment and serveasthe foundation for the volatility and
correlation assumptionsfor all assetclassesVolatility assumptionsare basedprimarily onthe
long-term history of the assetclasswith someadjustmentsfor the current environment, while
correlation assumptionsare basedon amix of both long-term history and current trend.

Expectedreturn forecastsare basedon current market prices andforward -looking estimates.The
forward -looking estimatesrely on afundamentalbuilding blocks approachthat broadly includes
intermediate andlong-term assumptionsfor economicgrowth, supply/demand dynamics,inflation,
valuation changesgcurrency markets, forward -looking globalyield curves,andcredit spreads.The
building blocks are specificto eachmajor assetclassand representthe primary drivers of future
returns. For example the equity forecastmodelis basedupon assumptionsfor real earningsgrowth
with adjustmentsincorporated for profit margin changesjnflation, dividend yield, and current
valuations trending to long-term averagesFixedincomereturn forecastsare basedupon changes
in real interest rates and forward yield curves,with credit sectorsincluding anassumptionfor
changesn credit spreadsand credit defaults. Alternative investment strategiesare similarly built
from the bottom up with abuilding blocksapproachbasedupon public market betaexposures
while alsoincorporating anappropriate risk premium for illiquidity.

Theassetclassassumptionsare formally prepared annually but may berevised during the year
should significant shifts occurwithin the capital markets. Thereview processis overseenby the
AssetAllocation Committee,which includesthe assetallocation team and various membersof the
consulting practice groups. Theresponsibilities of the AssetAllocation Committeeinclude
highlighting current market risks. While the formal processis earmarkedfor anannualcycle,NEPC
regularly assessesnarkets and opportunities. Shouldreturn andrisk expectationschangeor an
eventtake place,either domestically or abroad,that will haveanimpactonour A1 E AdrtoloH
NEPQOmakesclients aware assoonaspossibleand recommendactionsaccordingly.

ERS2019 capital market assumptionsand expectedrates of return andrisk are presentedfor the 5-

11



to 7-year and 20-year periods in lllustration 2.1below. Riskis expressedasthe expectedstandard
deviation of the assetclassand the total assetmix. Risk,asshownin the table is calculatedusing the
correlation of assetsand variance-covariancematrix basedon the 2019 NEPCcapital market
expectations.

lllustration 2.1

5-7 Yr
Expected Rate
of Return

Policy Asset

Expected Risk

Asset Class (Std. Dev.)

Allocation

Global Equity 37% 7.00% 17.60%

Private Equity* 13% 8.80% 19.60%
Total Global Equity*
Global Credit*

Risk Seeking: Opportunistic Credit*
79% REITs 3% 6.80% 20.00%
Private Real Assets - & HEa 5
Infrastructure/Land i £.30% 12.000%
Private Real Estate* 9% 6.70% 14.50%

Real Assets*
Risk Reduction/ Fixed Income - Rates*

Liquidity Assets: | Absolute Return*
21% Cash
Expected Return (Geometric)
5-7Yr 6.68%
Standard Deviation (Asset) 12.02%
| Expected Return 20 Yr | 7.51% I

Source:NEPC2019 capital market expectations

The mix of assetsin the abovetable is expectedto achievethe B 1 Adct8abal rate of return which is
currently 7.5% over the next 20 years.It isimportant to note that capital market expectationsare
subjectto changefrom year to year basedon prevailing market conditions andthe myriad of inputs
consideredwhen setting forward -looking capital market expectations.

ERSmanagesisk at severallevelsof the organization. Asshownin lllustration 2.2,below,
important rolesin monitoring and managingTrust-levelrisk are played by the ERSBoard,the Risk
Management& Applied Researcti O 2 - ! T8ain@hdthe Risk Committee. The Risk Committee
meetsat leastmonthly andincludesthe Chieflnvestment Officer,andthe RMARDirector, along
with senior Portfolio Managersresponsiblefor eachassetclass.In addition, eachassetclassis
responsiblefor managingrisk within its portfolio. Staffmonitors quantitative risk metrics and
conductsstresstesting analysisacrossdiffering market regimes. For example,arangeof interest
rate regimes,volatility regimesequity andfixed income market shocks,sub-assetclassmarket
shocks,and businesscyclefluctuations are considered.

12



lllustration 2.2

+ Assetallocation
constraints

* Tracking error limits
+ Leverage constraints

+ Standard risk reports and
analysis =

+ Ad hoc reports and

* Investment type analysis
constraints * Researchand

* Diversification by BOT - . ; implementation ;
policy (VS TICTIEN -~~~ -~~~ ~~~~~~~~"~~"=""=="===- B

Policy

* Reviews Trust level view I
of risk

i+ Assetclassrisk * Definerisk boundaries

. management within asset allocation

i + Strategies + Reasonable efforts to

|+ Exposures review extraordinary

' exogenous/systemic risks

The ERSstrategic assetallocation is shownin Illustration 2.3,below.
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llustration 2.3

Long-Term
Asset Class Target
Return Seeking Assets: 83%
Global Equity 50% - -
Public Equity 37% 27% 47%
Private Equity 13% 8% 18%
Global Credit 1% 1% 21%
Real Assets 19% - -
Public Real Estate 3% 0% 13%
Private Real Estate 9% 4% 14%
Private Infrastructure 7% 2% 12%
Special Situations 0-5% - -
Opportunistic Credit 3% 0% 8%
Risk Assets: Reduction/Liquidi
Fixed Income - Rates 11% - --
Cash (approximately) 1% - -
Hedge Funds/Absolute Return 5% 0% 10%
Global Total 100% - -

Source:ERSIPSpg.15

The ranges outlined in the Table 2.3, above, reflect the expectation that Staff will be tactical in its

implementation decisionsto prudently managerisk and maximize return (per IPSpg. 15). NEPC
finds that ERSgives appropriate consideration to the amount of active risk taken within portfolios.

Perthe IPStable that profiles O ! O@akg@sl everage Riskand Risk” O A Gadw@lasthe individual

Asset ClassProgram Overviews, each assetclasshas well defined active risk budgets, investment
objectives and investment strategies.The active risk budgetscite the benchmark, referenceindices,
risk controls, investment managementstyle and expectedinvestment managerskill asmeasuredby

Information Ratio.

As of September 30, 2019, tactical deviations from the strategic asset allocation are shown in
lllustration 2.4,below.

14



llustration 2.4

50.0
400
300

200

g3 390
70 165
144
130
03 ™0
10.0 77 90
50
31 32 30 29 29 28
06

00 =i || /= —

Global Equity Total Rates  Global Credit Private Equity ~ Absolute Real Estate -  Real Estate- Infrastructure Cash
Return Private Public

B Actual Tactical Transition Policy

Source: ERS 9/30/2019 Quarterly InvestmenPerformance AnalysisReport prepared by NEPC

Enhancement Recommendations:

As expected returns for capital market assumptions are trending downward, ERS and its
stakeholders should devise a comprehensive plan to addressthe persistent contribution shortfall.
With medium- and longer-term expectedreturns projected to be lower for most public market asset
classeswhen calculatedin 2020, the temptation for many public pension funds will be to reach for
potentially higher risk-adjustedreturns in private market assetclasses.Unfortunately, there may be
liquidity constraints as a result of the persistent contribution shortfall that prevent ERSfrom
significantly increasing exposure to private markets. As the 4 O O G32Befal Consultant, our
recommendationsregarding expectedreturn and risk will be inputs to an assetallocation study and

actuarial experiencestudy contemplatedby ERSater in 2020.

2(C). Appropriateness of Selection and Valuation Methodologies of
Alternative/llliquid  Assets

Activities Completed:

NEPQeviewed the following documents.

Investment Policy Statement

HedgeFund Program Guidelines

HedgeFund StandardOperatingProcedures

Private Equity Program Guidelines

Private Equity StandardOperatingProcedures
Private Infrastructure ProgramGuidelines

Private Infrastructure StandardOperatingProcedures
RealEstateProgramGuidelines
RealEstateStandardOperatingProcedures
ERSprivate market LP Agreementsselectedby NEPCfor audit review

=T FHNTHNHANANNAENNENR
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Standard of Comparison:

Alternative investmentsare definedin the TexasGovernmentCodeSec815.3015asO Aifivestment
in aprivate equity fund, private real estatefund, hedgefund, infrastructure fund, or another asset
asdefined by rule of the Boardof4 O O O OrAuk, ® §ain anunderstanding of how illiquid assets
are selected measured,and evaluated,all the abovelisted documentswere reviewed.

Havingstudied the mostrecent assetallocation study for ERSprepared by the prior consultant
(Aon Hewitt), NEP(finds that the methodologyfor concludingthat alternative investmentswere
appropriate wassoundgiventhe O | AdizéaQd expertise of staff and consultants.

Findings:

Asdiscussedin more detail in Section4 of this Report,the IPSstatesthat the Board hasdelegated
authority of individual investment selection,including alternative assetsto the ERSStaff.
Alternative assetsare selectedand evaluatedby Investment Staffin conjunction with support from
assetclassconsultantsasdescribedin the Program Guidelinesand the StandardOperating
Proceduredocuments.Selectednvestmentsare then reviewed by the respective AssetClass
Investment Committeeto ensurethat the investment conformsto the investment objectives
outlined in the AssetClassProgram Guidelinesand Annual TacticalPlan.The AssetClass
Investment Committeesgenerally havethe authority to approve prospectiveinvestmentsin
alternative assetsup to alimit of 0.6% of the total market value of %2 as§etsasreported in the
mostrecent ERSCAFRpursuant to TexasGovernmentCodeSection815.3016.The Board must
approveinvestmentsabovethis limit.

ThelPSoutlines the assetclasseghat ERScaninvestin, including the benchmarksfor eachasset
classandthe role that eachassetclassplaysin the 4 O O @ddt®Ii®. This makesit clearto the
reader how to measurethe performance of the assetclassesaccordingto the benchmarksand
accordingto the role that the assetclassesplay in the portfolio. Program Guidelinesfor the asset
classesalsoinclude information regarding the eligible types of investments and other attributes
that should be consideredwhen consideringinvestmentsin alternative assetclasses.

The IPSrefers to the definition of alternative investmentsincluded in TexasGovernmentCodeas
being Private Equity, Private RealEstate,HedgeFund,and Infrastructure funds. Within the Asset
Allocation chapter of the IPS Jong-term target allocationsalongwith rangesdefined by aminimum
andamaximum are setout for eachof those assetclassesTheIPSexplainsthat O 4 Bdard hasset
the rangeswith anexpectationthat Staffwill betactical in its implementation decisionsin an effort
to prudently managerisk and maximizethe expectedreturn giventhat O E (OTEe8eabargets and
rangesdefinedin the IPSare shownin lllustration 2.5,below.

lllustration 2.5

AssetClas! [ 2y 3T Min Max
Target

PrivateEquity 13% 8% 18%

PrivateRealEstate 9% 4% 14%

HedgeFund 5% 0% 10%

Privatelnfrastructure 7% 2% 12%

Source:EmployeeRetirement Systemof Texaslnvestment Policy Statement,adopted May 22,2019
The HedgeFund,Private Equity, and Private Infrastructure SORJocumentsmakeexplicit

referencesto valuation. The Private RealEstate SORJloesnot mention valuation other than stating
that Fund Valuationswill be monitored. The Private Equity and Infrastructure SOP<ontain
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sectionsthat explainthat Staffon thoseinvestment teamsseekto perform areasonability checkon
the valuations applied to the companiesand assetsin the limited partnerships in which the
Retirement Systemis invested. The SOPstate that there are generally three valuation methods:
costapproach,relative value approach,andintrinsic value approach(AKA,the discountedcash
flow approach).Staffexpectsthat most private equity companieswill be valuedusingthe relative
value approach(either guideline public companiesor comparabletransactions) while most private
infrastructure assetswill bevaluedusingthe intrinsic value approach.If avaluation method
appliedto acompanyor assetis deemedto beimproper or if Staffarrives at a materially different
valuation, Staffwill follow up with the relevant GeneralPartners.

We note that Staffis not actually valuing the assetsin the Funds,but instead conducting
reasonability checkson the valuations performed by the GeneralPartners.If assetsflaggedfor
follow-up amountto amaterial part of the portfolio, Staffwill reachout to the GeneralPartnersand
if this challengeprocessis unableto result in opinion of reasonablevaluation for the aggregate
portfolio, ERSwill pursueindependentvaluationsto the extent reasonable.

The HedgeFund SOPstatesthat in relation to valuation, all hedgefund investments haveathird -

party administrator and further review on valuation of assetsis performed by the auditor of the
hedgefunds alongwith any third -party valuation experts hired by the hedgefunds. The SOFurther
explainsthat ERSO O A heBvly©On the review of audited financial statementsby ! 1 AT O&nYy A 8 6
issuesof concernthat are highlighted through that review are documentedand discussedwith
Albournej %236 (AACA &OT AO #1711 001 OA1T 6(Qs8

Thesevaluation checksare typically compiled in valuation reports which are presented to anERS
Valuation Committeecomposedof the AssetClassDirectors, the FinanceDirector, Investment
OperationsDirector, and the Chieflnvestment Officer. The Valuation Committeereportedly meets
approximately twice ayear.ERSnust use June30 private markets (private equity, private
infrastructure, andreal estate) fund valuations sincethat is typically the last valuation date for
those funds before the end of the Retirement 3 U O O staly&€ar on August31. Thus,the focusof
the# 1 | I E On@dtidg8iio review market movementsbetweenJune30 and August31 andto
determine whether markets havemovedmaterially in away that could impact the valuationsin the
private market funds.If it is determined that there was amarket eventthat could impair the
reported June30 valuations,the ERSValuation Committeemay apply adiscountto those
valuations. Staffstatedthat sincethe# 1 | | E Gddrdaflod i 2017,they havenot hadto apply a
discount.

Enhancement Recommendations:

Theinformation noted in the findings aboveregarding the existence functions, andresults of the
ERSValuation Committeeis mostly derived from conversationswith Staff. Therewere no
referencesto it in the IPSor Program Guidelines,or any significant referencesto it in the SOP
documentsoutside of areferenceto the preparation of a Valuation Reportin atable detailing the
reports prepared by the Private Equity and Infrastructure teams.NEPQrecommendsthat the
purpose,functions, membership,and possibleactions of this committee beformalized.
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2(D). Consideration and Incorporation of Future CashFlow and Liquidity
Needs

Actions Completed:

To assesghe consideration and incorporation of future cashflow and liquidity, NEPCaskedthat the
Staffof ERSprovide the most recent version of the IPS;the 2019 actuarial valuation report conducted
by the 3 U O O Adtuar®) Gabriel Roeder Smith & Company (GRS);the 2017 assetliability study
conductedby GRSand %2 fodmer GeneralConsultant,Aon Hewitt; the 2018 funding policy; and the
mostrecentliquidity study presentedby Staffto the ERSBoardin 2015.

Standard of Comparison:

%2 asSetallocationis afunction of amosaicof inputs, including but not limited to, actuarial
evaluations,risk tolerance,and liquidity needs.NEPCevaluatedthe policiesthat were made
availableby the 20 public funds ERSconsiderspeers,unfortunately, not all the documentsneeded
to makeafair comparisonwere available.Policiesaround liquidity may be comparedto peersand
industry prevailing practice but is mainly rooted within the funding needsof the Plan.

However,we canspeakto how the Systemis handling its future cashflow and liquidity needs
versusour clients aswe haveamore holistic view of what is being done by them. Asaresult, we
askedour AssetAllocation teamwho hasthe perspective of seeingwhat all our public fund clients
are doing to addresstheseissuesand haveactuarial backgroundsto speakto the processesand
methodologiesbeingused.

Findings:

Aspreviously noted in Sectionl of this Report,the actuarially determined contribution is currently
calculatedbasedon a31-year openamortization period, assetby statute. The actuarial standards
recommendalessthan 30-year amortization period, andthis longertime horizon is anoutlier. The
funding period is calculatedasthe number of yearsrequired to fully amortize the unfunded
actuarial accruedliability (UAAL)andis calculatedwith the useof anopengroup projection. As
outlined in the valuation report presentedat the Decemberl0th, 2019 board meeting, the total
contribution rate for the current fiscal year exceedshe normal costby 5.74% of payroll, which on
both anactuarial and market value of assetsbasis,is not enoughto amortize the unfunded liability
over afinite period. Basedon current expectationsand assumptions,ERSs expectedto remain
solventuntil the year 2075, after which the funding would revert to apay asyou gostatus.Thisis
basedon the experienceinvestigation that coveredthe five-year period from Septemberlst,2011
through August31st,2016. The UAALof ERSncreasedfrom $11.6billion asof August31st, 2018 to
$11.7billion asof August31st,2019. The fundedratio increasedfrom 70.2%to 70.5% over this
period.

Systemspecificissuesare incorporated by using member data,financial data,benefit and
contribution provisions, and actuarial assumptionsand methods.Basedon the valuation report, the
current funded status of the plan asof August31st, 2019 is afunded ratio of 70.5% usingthe
actuarial value of assetsand 68.7% usingthe market value of assets Basedon current funded
statusand plan assumptionsthe ERStrust is projected to run out of moneyin ~50 years.

GRS:stimates,basedon the current assetallocation and actuarial assumptions,the Systemwill be
depletedin approximately 56 years.It isimportant to note that ERSactuarial assumptionsinclude
funding via a negotiatedfixed contribution rate setby the legislative budgeting process.Citing page
10 of the 2019 GRSvaluation Report,negotiations haveresulted in inappropriate contribution
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levels.Referencinglllustrations 2.6and 2.7 below, GRSlemonstratesthat historical contribution
rates havelaggedActuarially SoundContribution rates and fund depletion in the basecasescenario
occursin 2056. The nature of theseobservationsdrives the liquidity requirements of the System.

lllustration 2.6
GRSTable 1: Actual vs. Actuarial Contributions
(% of Payroll, by Fiscal Year)

24%
20%
16%
12%
8%
4%

0%
2004 | 2005 & 2006 | 2007 | 2008 | 2009 @ 2010 | 2011 | 2012 | 2013 & 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

—@—-ASC* |12.82% 13.12% 13.59%‘1310% 13.10% 15.45% 15.84% 17.07%‘17.47% 18.25% 18.73% 18.76% 1962%‘19.88% 23.21% 23.12% 23.26%
= Actual | 12.00% 12.00% 12.45% |12.45% 12.45% 12.45% 12.90%|13.45%  12.50%  13.00% 14.60% 14.90% | 19.50% |19.50% 19.50% 19.50% 19.50%

*Actuarially Sound Contribution defined as normal cost plus 31-year amortization of unfunded

lllustration 2.7
GRSTable 2: Funded Ratio Projections

100% funded in 2054
100% - -
80%
— “Tread water” scenario

60%

40% -

20% - Fund depleted in 2075

-
- ~ < Fund depleted in 2056

2019 2024 2029 2034 2039 2044 2049 2054 2059 2064 2069

= == 6.5% Return Scenario =7 5% Return Scenario

= «= 8.5% Return Scenario 8.0% Return Scenario

Projections assume no changes to current assumptions and except actual asset returns, as noted,

all other assumptions are met and future contributions continue at current Ievels.A

Source: 2019 GRS Actuarial Valuation Report

The Law Enforcementand Custodial Officer SupplementalRetirementFund ( fi %# / 3 Ru&tas(
projected to run out of moneyin ~25 years.And the JudicialRetirement Systemof TexasPlan Two
Fundj O* 2tBust i3 (@fojected to run out of moneyin ~50 years.Further, the guidancearound
future contribution ratesis paramountto the 0 | Adur@ival, citing the 2019 Actuarial Report by
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GRSO 4 ERS|LECOSREBNdJR plansare currently, and havebeenhistorically, funded ona
fixed percentof payroll, asrequired by the constitution. With afixed-percent-of-payroll funding
structure, contribution ratesreceivedby the plan are not adjustedeachyear basedon actuarially
determined need.This structure is inconsistentwith actuarial funding prevailing practicesand
Article XVI,Section67(a)(1) of the TexasConstitution mandatingthat the financing of benefits be
basedon soundactuarial principles. In seekingfunding during the legislative budgetprocess the
Boarddirects staff to requestfunding basedon priorities andC O E A A ITHe thAnge3aditlined in
the report suggestaddedcontributions andincreasedreturns alongwith apotential reduction of
benefits asthe courseof action needed.Part of the gapin funding from the return sideis that the
actualreturns havenot beenavailablein the market to meetthe assumedrate of return. The
valuation report suggestgshat an effective strategy is onethat is availableto provide benefit
security and support the funded status.Ofnote somestrategiescanprovide substantial
contribution rate volatility. To counter that, the valuation report highlights there are somerate
stabilization techniquesusedin the industry to provide relief. Oneexampleis the City of Houston
policy from the 2017 legislative sessionandthe floating rate approachesusedby the statesof Utah
and SouthCarolina.From the May 23rd, 2018 pensionfunding priorities and guidelinesboard
approved document,the policy laid out amulti -level funding period goalto gradually achieve
funding basedon soundactuarial principles. (1) avoid trust fund depletion; (2) meetcurrent
statutory standard of a 31-year funding period; (3) match funding period to the averageyearsof
serviceatretirement oncea31-year funding period is achievedand closed.Theactuarial report
basedon their outlook recommendsthe Legislatureincreasethe contribution rate to ERSAsnoted
in SectionA of the report, O % AsfidEessivebiennium that ERSreceivesthe currently scheduled
contribution rates,the UAALIs projected to increaseby approximately $1 billion andthe ASGs
projected to increaseby approximately 0.20% of payroll resulting strictly from adeficiencyin

AT 1T OOEAOOEIT T 0806

The AssetLiability Study(ALM) study done on July10th, 2017 usedassetallocation scenariosfor
realizedreturns, stressedmarket periods using sevendifferent stressperiods,and stochastic
analysiswas doneto estimate economiccost.From the stochasticanalysisit was noted that under
the previous policy over a 30-yeartime horizon the expectedeconomiccostis $30.962Bandthe
potential risk is $44.480B.Additionally, aliquidity study was performed to assesghe liquidity of
the portfolio in abasecase plue sky,recession,and black sky scenario(with the latter two
scenariosbeing consideredstresstests). The stresstests are designedto aid in the evaluation of an
assetmix againstthe Retirement3 U O O dbllit t® pay benefits and expenseswhile maintaining
that assetmix. AONconcludedthat in the direst scenariothe plan would have37% in liquid assets;
anamount enoughto pay benefits and expenses.From the July10th, 2017 ALM study a
modification to the proposedinvestment policy wasrecommendedto increasethe funded status of
the plan. While this improves conditions, it doesnot fully addressthe funded status challenges As
noted abovethat wasreflected in the valuation report, which suggestedaneedfor added
contributions.

NEPGwvasnot ableto locatea 2018 or 2019 version of aliquidity study.Nor were we ableto locate
anyworkbooks or liquidity monitoring worksheets.That said,we believethe plan hasample
liquidity to meetthe funding requirements of the Plan.But evenwith thesereports not being
published or reported recently, the four major liquidity threats to the Fundare:

1) not receiving the actuarially required contributions for anextendedperiod time,

2) the low, but non-zero,probability of negativeinterest ratesthrough the intermediate portion of
the Treasurycurve,

3) acceleratedcapital callsin anextendedmarket downturn, and
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4) areachfor significantly higher than current exposureto private market investmentsto achieve
unrealistically high return targets

Enhancement Recommendations:

The Plan and its stakeholders must find a sustainable way to address the overriding issue
and biggest risk to the System becoming insolvent: a$1.2 billion annual cashflow shortfall.
This shortfall arisesprimarily becauseof persistent underfunding of the Annual Required
Contribution from the PlanSponsor. It is not primarily anissueof investmentreturn.

Additionally, the Retirement Systemshould considera central resourceto manageliquidity risk.
We suggestthis processbe managedby a collaboration of the Director of FixedIncomeandthe Risk
Committee. The processshould monitor liquidity risk in light of scenariostresstests and report to
the IACand Board on at leastan annual basison the matter. Asnoted in our Sectionl Enhancement
Recommendationsawell-defined processand procedure should bein placeand memorialized
within guideline or policy documentation.

Section 3. Review of the Appropriateness of Feesand Commissions Paid

Activities Completed:
NEPQeviewed the following documents.
1 InvestmentPolicy Statement
1 InvestmentOperationsStandardOperatingProcedures:
o Externally AdvisedManagerFees
o Private Markets ManagementFeeReconciliation
ERSOfficeof GeneralCounsel:ProceduresRelatedto Private Fund Investments
ComprehensiveAnnual FinancialReport (CAFR)
Investmentduediligencememos
PublicEquities Guidelines
FixedIncome Program Guidelines
Staffbroker vote document
BrokerageCommissiongpresentation
ERSFixedIncomeBroker Trading Analysis- BVAL

E R |

Additionally, NEPCGengagedathird -party expert, EIkins/McSherry (a unit of StateStreetCorp.)to
produce anindependent Trade CostAnalysis.
1 Public Equity trade executionanalysis

Standard of Comparison :

NEPCcomparedthe 0 1 Aihvsnent policies, SOPsand legal proceduresto the policies of peers
(peersare defined by the list of Plansprovided by the ERSStaff). Externally managedadvisor fees
and private market feeswere comparedto industry averagesusing ubiquitously known vendors
who specializein aggregatingfee dataacrosspublic and private markets. Investment feesand
commissionspaid were sourceddirectly from the ComprehensiveAnnual FinancialReport. NEPC
comparedthe securities brokeragelanguagewithin %2 pdiicies,guidelinesandinternal
broker/dealer evaluationdocumentsand comparedthem to peersandindustry prevailing practice.

Findings:

InvestmentFees

Thedirect and indirect feesand commissionspaid by the Systeminclude feesthat are paid by the
Systemandfeesthat are netted againstreturns. The Systempaysmanagementfees,
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performance/carried interest, and brokeragefees.Additionally, the Systempayscustodianfees,
security lending agentfees,investment consultantfees,internal staff salariesandinvestment
bankingfees.

ERSprovided a SORdocumentaddressingthe reconciliation of managementfees(direct fees)for
private market funds aswell asone addressingthe calculation of managementfeesdueto external
advisorsfor public equity. The Investment OperationsTeamis responsiblefor executingthe
proceduresdescribedin thesedocumentson aquarterly or monthly basis.The stated purpose of
conductingtheseproceduresis to mitigate the risk of overpaying managementfeesandthe risk of a
variance of managementfee details and not reconciling with the Custodianbook of record.

The private markets and hedgefund assetclassteamsplacean emphasison fee savingsand
generallyreport thesemetrics to the Boardin the annual AssetClassProgram Updates.Feesavings
canoccur by investing in private funds at lower economicterms taking advantageof the size of
capital invested.Another way for fee savingsto occuris to investin co-investment opportunities
which canoffer significant fee savingsin comparisonto only beinginvestedin the standard
commingledfunds. The difference betweenthe negotiatedterms andthe O E A A Adr dfahdard
feeschargedover time cangrow into meaningfulamounts of fee savingsto the Trust. All private
markets and hedgefund assetclassespresentnegotiatedfee savingsand averageportfolio
managementand performance/carried interest feeslower thanthe commonO ¢ vestment
managementfeeand 20% carried interest O D | lezefsoThe figures presented by ERSStaffin the
2019 ProgramUpdatesare shownin lllustration 3.1,below.

Illustration 3.1

Asset Class Average Average Realized Fee
Management Fee  Performance Savings (Since
Fee/Carried Inception)
Interest
Private Equity 1.2% 14% $166.2 million since
2012
Infrastructure 0.89% 12.1% $34.7 million
Real Estate 1.11% 16.9% $115 million
Hedge Funds 1.46% 18.75%

The CAFRdisclosesfeesfor externally advisedportfolios in addition to all expensegelated to
investmentrelated activities. Feesare summarizedand comparedin the chart below. The
comparisonis subjectto severalimportant biasesincluding investment strategy bias (the extentto
which the 3 U O O &rhtégi@sare different than the universe data) and scalebias (the extent to
which aninvestor may be ableto negotiate feesbasedtheir size) however,we believethat in
aggregatethe universe datais sufficiently robust and provides an appropriate comparison.Given
the datain Illustration 3.2,below, we concludethat the Systemhasthe ability to accesscomplex
assetclasseghat are expectedto outperform on aforward -looking basisat attractive investment
managementfeestructures. Thisis afunction of scaleinvestment program structure, investment
process/ governanceand strong oversight by Staffand consultants.
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lllustration 3.2

Median Median
Management Universe Universe n Number of
Aol Gl Rl vElle Fees (%) e Management Carried rieise Observations
Fee Interest
Preqin
. . Global
Private Equity 4,095,571,471 32,483,346 0.79% 2.0% 20.0% Private 1,965
Equity
. Preqin
E”"ate Real 2,150,080,362 21,675,245  1.01% 1.5% 20.0%  Global Real 513
state
Estate
Preqin
Infrastructure 826,701,277 6,128,598 0.74% 1.5% 20.0% Global 79
Infrastructure
. . Preqgin
r”vate Fixed 404,580,462 660,740 0.16% 1.75% 20% Global 448
ncome i
Private Debt
Hedge Funds 1,780,316,701 18,037,662 1.01% 1.4% 18% JP Morgan 664
eVestment
Public Equity 854,530,277 1,674,354 0.20% 0.52% All Global 901
Equity
Domestic 371,589,228 907,348 0.24% 0.50% evestment 2,641
Equity T ' D s All US Equity '
eVestment
International o o Non-US
Equity 1,907,858,974 8,190,730 0.43% 0.52% Diversified 673
Equity

Source: ERS Texas 2019 CAFR, NEPC

Citing Scheduled on pages88-t0-90 of the ERS2019 CAFRwe find that the itemization of fees
related to administrative andinvestment expenseds thorough andwithin prevailing industry
standard. Thislist includes expensedor PersonnelServices ProfessionalServicesMaterials and
Supplies,Communicationsand Utilities, Maintenanceand Other Operating ServiceCharges.lt is
important to note, giventhat the Systemmanagesnvestmentsinternally, that salariesand wagesof
investment staff are stripped out of the total. Ascomparedto plans of similar sizeand investment
programsthe expensesare reasonableand representasignificant costsavingswhen considering
assetsizeand prevailing investment managementfeesthat external investment managersmay
charge.Giventhat ERScurrently managesapproximately 54% of assetsinternally (greater than $15
billion), we believethat significant savingsare beingaccruedascomparedto attainable investment
managementfeestructures externally.

Commissions

Securitiesbrokerage commissions are chargedby brokers to executetrades within internally and
externally managedportions of the GlobalPublic Equity, Public REITand Fixed Income portfolios.
The IPSstatesthat Staffshould allocate trades to broker/dealers basedon their relative ability to
addvalueto the Trust through:

A. Productsor servicesof benefit to the investment program suchasresearchproducts or
portfolio analyticsthat are usedin %2 $gestment decision-making process;

B. Tradeexecution;

C. Oracommissionsharingagreement.

ThelPSstatesfurther that trades allocatedto specificbrokers for executionpurposesmust be
executedat discountedcommissionrates. The policy outlines minimum qualifications for
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broker/dealers thereby setting the bar unto which staff must evaluatebroker/dealer relationships.
Staffmonitors broker/dealers through anextensiveprocesswherein domesticandinternational
brokers are evaluatedbasedon 10 categoriesof performanceincluding staff time spentanalyzing
the broker/dealer andbroker/dealer market share.NEPbelievesthat a prevailing industry
practice hasmovedto dis-aggregatethe evaluation of broker/dealers basedon trade executionand
researchcapability. In the pastdecadewe haveseenbestin-breed investment managersfocuson
trade executionand engageinvestment researchresourcesseparately.This practice may better
align with investment outcomesand may allow the systemto more thoroughly, directly and
transparently valuethe researchfor which it pays. Wealsobelievethat securities brokerage skill
should be measuredthrough an evaluation of trade executionstandardsand commissioncostsnot
solely commissioncostsaspresentedin the commissionpresentation. We note, that bestexecution
isintrinsically tied to portfolio decisionvalueandcannotbe evaluatedindependently.

NEPQid find peerswithin the 3 U O O énivérs®whose securities brokerage policy doesnot allow
for researchrelated activities to be contemplatedaspart of abestexecutionsecurities brokerage
model. ERSdoeshaveapolicy around directed brokeragethat is well written. Again,it is believed
that broker/dealers should be evaluatedbasedon their ability to executetrades efficiently and add
value againstthe trading strategythat is employed.

The GlobalPublic Equity Program Updateto the Board containsan update on the commissions
chargedto the Trust and how thesecompareto peer group averageson a per sharebasis.According
to this analysis,the averageO AHE Tbfended commissionrate paid by U.Sinstitutions to brokers on
domesticshareswas 2.6 cents-per-sharewhile %2 padd an averageof 2.2 cents-per-share.The
analysiscontainedfurther information regardinginternational commissionrates.The CAFRalso
lists all commissionschargedby all brokers usedby the Trust. Thisis presentedwith number of
sharestraded through the counterparty alongwith commissionamount,followed by the
commission-per-share.

NEPChasindependently verified trading commissions feesand the performance of the brokers
within the ERSorogram for internally and externally managedportfolios. NEPCcollectedtrade data
capturedby %2 8ustodial bank for the fiscal year ended August31, 2019 and contracted with a
vendor to analyzethe trading data. Theanalysisconsistsof anitemization, aggregationand
evaluation of commissions feesand the market impact while executingtradesto arrive at atotal
costof trading. The analysisranks the ERSexperiencedtrade costsagainstauniverse of peertrades.
Commissionsare defined asthe explicit costpaid to abroker to executethe trade. Feesare

defined asstamp duties and taxeslevied on eachtrade; thesefeesare the costto usean exchangeto
buy and sell stocksand vary by country and/or exchangeMarket impact is defined asmeasuringthe
difference from the Volume-Weighted AveragePricej O 6 7 frdindh@ time the broker

receivesthe order until the last execution.Full DayVWAPmMeasuresthe difference from VWAPonN
trade day. The trading universeis defined asthe averagecostin all countries where trading is
completed.Onadaily basiseverytrade that is executedin 47 countries is stored and eachtrade is
time stampedto the closestsecond.This datais usedto calculatethe universewhich is a
compilation of actualtrade datafrom Elkins/McSherry customers.The Universecontainsover 63
million trading transactions,$4.8trillion in principal, and 342 billion sharesof trading. Institutional
averagesare calculatedfor commissions fees,and market impact costsquarterly in 47 countries.
For example,if trading was completedin 20 countries then asummary universeis createdby
principal weighting eachof the 20 country universesby the amount of trading donein the country.
Summaryuniversesare createdfor averagestock prices,commissions feesand market impact.
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ERSaggregatePublic Equity datafor the fiscal yearended August31,2019 is presentedin
lllustrations 3.3z 3.5,below. The datais basedon $12.66billion in principal traded, 1.59 billion
sharestraded and 16,640trades.

llustration 3.3

TOTAL PORTFOLIO COST PERFORMANCE

COMMISSION Fees MARKET IMPACT Total Cost |Total Cost/Savings Vs. Universe
Your Avg. Bundled All Trading Fees Universe Full Day Universe CommissiontFees
Side Commission Universe Universe VWAP Full Day Full Day VWAP
VW AP

(bp) (bp) (bp) (bp) (bp) (bp] (bp) (bp) (bp)
Sell +7.01 +14.51 +2.53 +1.52 +1.21 +7.17 +2.42 +1570 243
Buy +6.51 +14.47 +2.54 +4.28 +3.27 +525 +1.96 +16.04 3.67
Total +678 +14.49 +2.53 +279 +2.16 +629 +2.21 +15.86 3.00

Source: BNY Mellon, Elkins/McSherry

Bundled Universeis defined asthe averagecostof all trades and commissionsfor brokers providing
researchand other services.

All trading Universeis defined asthe averagecostof all trades.

Market Impactis defined asFull DayVolume-Weighted AveragePrice

Referencinglllustration 3.3,above,ERScomparesfavorably to the universe of tradesthat are
executedbasedon providing researchservicesin addition to trade execution.In fact, ERS
commissionsare approximately 53% lessexpensivethan the universe.Market Impact is
approximately 185% more than the universe.Note,in aggregatefFull DayVWAPIs anacceptable
performancebenchmarkand may serveasagoodtool to understandthe overall trading
performance of the assetclass.In total, the costsavingsversusthe universe was 3 basispoints; a
strong outcome.

llustration 3.4

Commission Market Impact Total Costf
Internal DA - . . Comm.+Fees+FDVY
% PrincipalTraded | Commission| BundledUniverse | FullDayVWAP| UniverseFullDayVWAP .
Management APvs Universe

Managerl 19.8 2.50 14.31 5.20 1.59

Manager2 7.9 11.27 13.66 8.52 3.52 451

Manager3 7.3 11.41 15.70 5.88 245 0.23
Manager4 5.5 11.00 13.64 241 2.89
Manager5 5.5 2.96 14.31 8.27 1.59
Manager6 5.5 3.87 14.32 2.33 1.59
Manager7 3.7 2.64 14.31 7.89 1.59

Manager8 29 10.25 14.39 6.23 2.35 3.15
Manager9 2.7 1.86 14.31 10.25 1.59
Managerl10 25 5.02 14.34 7.40 1.59
Managerll 1.7 17.95 21.02 1.61 2.72

Source: BNY Mellon, Elkins/McSherry

Referencinglllustration 3.4,above,ERSnternal Managementcomparesfavorably to the total cost
of the universe.Ofnote,when principal traded is significantin sizethe costsavingsis high. Only
three of elevenportfolios are more expensiveversusthe universe.Within theseportfolios the
market impact costsare driving the performancewhile commissionsare notably lower thanthe
universe.Portfolio savingsis beingdriven by lower commissionsranging from approximately 3
basispoints (0.03%) to 8 basispoints (0.08%) in savings.
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llustration 3.5

BROKER PERFORMANCE (FULL DAY VWAP)

O esten Trader et ket s TOTAL
COMMISSION MARKET IMPACT COST/SAVIN
G5
Eoncadion:
Markal Opsn Wroke Rokiing il Completn
Broker Principal  Total %% Avg. Principal E - Score Commission Commission  Bundled Full Day Universe Commission
Traded Orders Principal Universe VWAP Full Day +Feest+Full
Traded VIWAP Day VWAP
Vs Universe
(% (%) (%) (bp) (bp) (bp) (bp) (bp)
Millions)
B1 1,640 1,479 12.95% 1,109,082 Q.18 977,306 +5.96 +14.29 +9.06 +1.94 0.90
B2 822 1,450 6.49% 566,979 0.22 643045 +7.82 +1476 +8.29 +2.44 0.30
B3 802 857 6.33% 935,484 0.1s 477 059 +5.95 +14.52 +7.60 +2.11 2.56
B4 664 73 524% 208,008 013 521,815 +7.86 +14.25 +6.71 +2.97 1.82
B5 634 776 501% 817,274 0.09 317,943 +5.01 +15.05 +412 +2.20 693
B& 561 1,070 4.43% 524,522 Q.16 326,106 +5.81 +14.97 +9.32 +1.93 1.18
B7 557 985 4.40% 565,059 0.09 333763 +6.00 +14.85 +10.61 +2.09 +0.16
B8 509 274 4.02% 1,857 749 Q.16 0 +0.00 +14.29 +3.13 +1.62 12.82
B9 482 67F 381% 709,838 -0.07 397,501 +68.25 +14.25 740 +2.36 1476
B10 420 502 3.32% 837,632 020 204 417 +4.86 +14.15 +11.43 +1.88 +0.59

Source: BNY Mellon, Elkins/McSherry

Referencinglllustration 3.5,the abovelist of brokers makesup 56% of the principal traded within
the public equity program for the fiscalyear ended August31,2019. The securities brokerage
choiceshavebeenbroadly costsavingversusthe universe primarily driven by commissionsavings.
Notably, broker B9 hasexceptionalmarket impact versusthe universe and hasa high percentageof
principal traded. All but two brokers in the top 10 of principal traded are driving costsavings;a
strong result.

Wedid find that the fixed income group doestrack trade efficiency using Bloomberg.Wefind this
practice to be aprevailing industry practice and encouragememorialization of the practice into
SOPsln particular, sinceBloombergis the preferred pricing sourcefor the fixed income portfolio,
using BVALasthe sourceto evaluatethe efficiency of trading is abestpractice.

The IPSdoesnot specifythat feesshould be monitored or reported to the Board. This responsibility
is not clearly definedin %2 &estment policies.However,%?2 &ésare clearly reported in the
CAFRWith the recentadoption of SB322, it is now state law that all direct and indirect
commissionsand feespaid by the Systemduring the 3 U O O grdviduSfiscal year bereported in the
CAFRannually. The preparation of this sectionof the CAFRs %2 FiBancedepartment.

Feeschargedto the Systemare reported annually in the CAFRand should encompassall forms of
managercompensation.A possibleexceptionto this may beif investment managersown
subsidiariesthat provide servicesto the funds and chargethe funds for those services.This can
occurin certain caseswhere the investment manageris vertically integrated and thesefeesfor
servicesthat are chargedby the subsidiary canconstitute anadditional form of compensationto
the investment manager.The policies and proceduresthat havebeenreviewed and evaluated
demonstratethat appropriate proceduresarein placeto accountfor and control investment
expenses.
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Accordingto the policies and proceduresprovided, feesare checkedfor reasonablenessnonthly for
external advisorsfor public equity, and on aquarterly basisfor private markets. Thisis done by
reconciling the reported and paid managementfeesprovided by the GeneralPartner quarterly in
accountstatementsto the feecalculatedinternally by ERSStaffbasedon the LP Agreementor other
similar agreementwith the External Advisor. The Investment OperationsTeamrequeststhe Asset
ClassTeamfollow up with GeneralPartnerswhen there are differencesgreater than £10% for an
explanation of the differences.This £10% checkis an appropriate reasonablenessheck.

Enhancement Recommendations:

l

Themanagementand monitoring of direct andindirect compensationpaid to investment
managersand other service providers should be more clearly definedin the IPSor other
policiesthat statewhat should be presentedto the Board on an at leastannual basis.

Anannualreview of investment feesshould include afee analysisbasedon peer group or
industry averagesfor the relevant assetclassesn aggregateaswell asby investment
strategytype. A strategy level feeanalysiswill allow for adeeperlook into terms and scale
basedsavingsof the investment program. We alsorecommendafee analysisthat
incorporates performance outcomes.Werecommendthat the analysisinclude an
evaluation of internal investment managementcostversussimilar external investment
managercosts.

Consideradding an evaluation metric on securities brokerage vendors basedon execution
skill. Executionskill should be measuredusing an appropriate benchmarkfor eachbroker
incorporating metric ontrading efficiencyandimpact on performance.

Considerdisaggregatingresearchand securities brokerage costsasit may be difficult to
measurethe value of researchand ensurebestexecution.

Considermemoarializing through policy or guidelinesthe businessmodel of securities
brokerage, how performance is measured ensuring incorporation of broker
guantitative analysisand performanceoutcomes.

Aswe identified in Sectionl, the responsibility for monitoring andreporting feesto the
Board of Trusteesis not clearly definedin the 3 U O O policieOERSshould consider
formalizing this processasdoing somay provide additional incentive for Staffto negotiate
better feeswith their investment managers.

The FixedIncome Program Guidelinesshould define broker/dealer relationships andthe
governanceof thoserelationships.

An additional aspectto consideris that given %2 3ize,it hasthe potential to negotiate
better ratesthanthe O E A A Arhtds thArgedto smaller (in AUM)investors. The
difference between%?2 Bafesand headlinerates canbe consideredfee savingsandthis
should betracked systematically. Thisis currently tracked by the private equity teamand
reported to the Board and IAC,however this canlikely be done acrossthe private markets
and public markets assetclasses.
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Section 4. Review of Governance ProcessesRelated to Investment
Activities

Activities Completed:

NEPCrequested and, in timely fashion, received materials from ERSStaffto document the roles of
Board members,how Board members are selected,the terms of their appointment/election, aswell
as detailed biographies on current Board members. Staff provided NEPCa description of the role of
the ERSInvestment Advisory Committeeas a resourceto the Board, a list of current IAC membersas
well asaskills inventory of eachi A1 A Aaés8telassspecialization. NEPCalsoreviewed documents
listing fiduciary education standards required by the State of Texas Pension Review Board. In
interviews with ERS staff, NEPC inquired how each Board i Al A Acodpllance with these
educationalrequirements is monitored.

Aspart of our ERSgovernanceanalysis,NEPCevaluatedthe following documents.
TexasConstitution, Article XVI,Section67

TexasGovernmentCodeTitle 8, Subtitle B, Chapter815
TexasAdministrative Code Title 34, Part4

ERSnvestment Policy Statement

ERSBoard Minutes

ERSBoardBios

https://ers.texas.gov/About -ERSERS-Board-of-Trustees/Members/ Bios
ERSnvestment Advisory Board Skills Assessment
TexasPensionReviewBoard METwebsite
https://www.prb.texas.gov/resource -center/trustees-administrator s/educational-
training -program/

1 ERSPeerGroupprovided by Staff

AA_A-_A-_A_Aa_Aa_8_9_-°

Standard of Comparison:

NEPCcomparedthe governancestructure of ERSagainstgovernanceinformation publicly available
on the websites of the 20 institutional investors identified by ERSas its peers. We also asked our
NEPCcolleaguesfor feedback on whether ERSBoard governanceis consistent with leading and
prevailing practice among the dozens of other U.S.public pension funds to whom our consultants
advise.

Findings:

ERXraws its authority from Article XVI,Section67 of the TexasConstitution:

O 4 Hedislature shall establishby law an EmployeesRetirement Systemof Texasto provide

benefitsfor officers and employeesof the state and suchstate-compensatedofficers and employees

of appellate courts andjudicial districts asmay be included under the Retirement Systemby | A x 8 6

Accordingto the ERSPS the Retirement Systemhasafiduciary responsibility to:

1. Managethe assetsfor the exclusivebenefit of the Beneficiaries;

2. Adopt along-term assetallocation;

3. Establishprudent investment policies defining investment objectivesand strategies;
4. Seekio maximize investment returns while maintaining the safetyof principal;

5. Diversify the assetsto reducerisk of loss;

6. Monitor investment performance;

7. Efficiently managethe costsassociatedwith implementation of the Trust; and
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8. Exercisereasonablecare consistentwith %2 SHddiciary duty, and maintain the integrity of the
investmentprogram

To executethis fiduciary responsibility, ERShasestablishedagovernancestructure that includesa
Board of Trustees,which delegatesauthority to the ExecutiveDirector, Investment Advisory
Committee,AssetClassinvestment Committees Investment Staff, Canpliance Staff,and to external
vendorshired by the Boardincluding Investment Consultants,a Retirement Actuary,a Custodian,

External Advisors and EmergingManagers.lllustration 4.1,below, is a helpful visualization of the
3 U O Odoletnéncestructure.

lllustration 4.1
Investment Governance Structure

00
. & & &
) ||
ERS Investment Investment
Compliance Board of Trustees (Board) Advisory
p * Adopt Investment Policy and Asset Allocation Committee
Officer « Delegate E: ion of I = . by
+ Provide Fiduciary Oversight of Trust MVL e
Board Delegation i
of Authority .
Investment Policy

Dafines he investmant siategy 10 indude

* Asset Allocation
Policy mix of asset dasses

Board Reports

Staff provides regular reportng
ta the Boart of the follawing

Executive Director
Provide Management Oversight

+ Asset Policies & Procedures $ . P S
Spedific policy abjectives and Risk Reporting
within each assel class. .
« Tactical Plan * Quartady ac
Twehve month forecast plan Reporting
OCRCH ESEONSS Chief Investment Officer + Annual Asset Class and Trust
* Provide Investment Oversight Reviews
* Irplement Investment Strategies
° 7
l._ll i.”.”.i
Consultants ' ' '
+ Provide Industry Expertise ERS Staff

* Support Board and Staff Resaarch, Recommend, Execute,

Montor, and Report

ERSdoesan excellentjob of illustrating aroadmap of how decisionsare madeat ERS.lllustrations
4.2 and 4.3,below, break out the roles of eachcontributor to the governanceprocess. Authority is
characterizedby Approval, Recommendationand Oversight.
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llustration 4.2
POLICYLEVELINVESTMENTRESPONSIBILITIES

Consultant /

Executive | ClO/Investment

Investment Responsibility Actuary (as
applicable)

Investment policy statement A* R R R R
Asset allocation and establish
risk tolerance* . X R - =
Permissible asset classes A R R R R
Performance benchmarks A R R R R
Decisions about deviations from A ] A R R
policies
Selection of general plan
iy A N/A R R N/A
Selection of asset class A NA R ] N/A
consultants
Selection of custodian bank* A N/A R R R
Selection of securities lending
agent* A N/A R R R
Selection of actuarial discount A N/A R R R
rate
Proxy voting policy A R R R R
Selection of proxy agent -- -- A R N/A
Selection of IAC member A N/A N/A N/A N/A

A = Approval Authority, R = Provides Recommendation,

* Approval authority is statutory.

** Approval in circumstances when timing does not allow presenting to the Board and such action is in the
best interest of ERS. Followed by reporting to the Board and IAC.
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llustration 4.3
IMPLEMENTATIONRELATEDINVESTMENTRESPONSIBILITIES

Board of Exeéiitive ClO/ Consultants

Investment Responsibility Investment (as

Trustees Director Staff applicable)

Approval of Alternative

Investments Over Statutory A R R R R R
Threshold"

App_roval of External o o A R R R
Advisors

Approval of Discretionary

Managers and Alternative 0 o A R R R
Investments Under

Statutory Threshold

Funding and Defunding of

External advisors 0 o & o . s
Contract Execution* (o] N/A N/A A R N/A
Rebalancing/Asset Overlays (0] R N/A (o] A R
Derivatives =~ Internally o o NA o A R
Managed

Derivatives -~  External o o A o R R
Managed

Risk Management (o} R R (o] A R
Proxy Voting o (o] (o} (o] A R

A = Approval Authority, R = Provides Recommendation, O = Provides Oversight
* Approval authority is statutory and/or regulatory.

+ - Pursuant to Texas Government Code Section 815.3016, the ERS Board approve alternative investments
over 0.6% of the total market value of the Trust's assets as reported in the most recent ERS CAFR.

The Board of Trustees )

Per Article XVI,Section67 of the TexasConstitution, O A Asfatewide benefit systemmust havea
board of trusteesto administer the Retirement Systemand to invest the funds of the Retirement
Systemin suchsecuritiesasthe board may consider prudent investments.In making investments,a
board shall exercisethe judgmentand careunder the circumstancesthen prevailing that personsof
ordinary prudence,discretion, andintelligence exercisein the managementof their own affairs, not
in regard to speculation,but in regard to the permanentdisposition of their funds,considering

the probable incometherefrom aswell asthe probable safetyoftheir AADE OAl 86

Asstatedin %2 88 the ERSBoard is responsiblefor formulating, adopting, and overseeingthe
investment policies of the Trust. Pursuantto TexasGovernmentCodeSection815.3016,the Board
retains responsibility to approve alternative investments over 0.6% of the total market value of the
Retirement System'sassetsasreported in the mostrecent ERSComprehensiveAnnual Financial
Report(CAFR).
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The six-member ERSBoard of Trusteescurrently hasone seatvacant. Three membersare
appointed by statewide political leaders. The Governor,HouseSpeakerand SupremeCourt Chief
Justiceof the Stateof Texaseachappoint one Board member. Three other Board membersare
electedby membersandretirees in the TexasEmployeesRetirement Systemin accordancewith
Texaslaw andrules adopted by the Board.

PerTexasGovernmentCodeSection815.003,both appointed and electedBoard Membersserve
staggeredsix-yearterms. Theterms of appointeesexpire on August31 of eacheven-numbered
year. Theterms of electedBoard Membersexpire on August31 of eachodd-numbered year. To be
eligible to serveasan electedmember of the board, a person must be amember of the retirement
systemand must hold aposition that is included in the employeeclassof membership. No elected
Board Membermay work for the sameagencyor department asanother Board Member.The board
shallhold electionsfor the membersand retirees to nominate and electatrustee. Theboard

shall make ballots availableto membersof the retirement systemandretirees and all votes

must be caston those ballots aswell asthrough an online voting process. The board shallfill
vacanciesof electedpositions on the board for the unexpired terms.

In the last election,in the summer of 2019, almost 34,000 ballots were caststatewide in an
electionthat was decidedby amargin of 315 votes. Thetrustee electionsare administered by an
independentthird party.

Beforetaking office asa member of the board of trustees,a person shall subscribeto two oaths of
office. Oneis required by the TexasConstitution to be taken by all StateOfficers. The other oathis
specificto ERSrustees,and it statesthe following:

Odosolemnlyswearthat | will, to the bestof my ability, dischargethe dutiesof a trusteeof the
EmployeeRetirementSystemthat | will diligently and honestlyadministerthe affairs of the Board
of Trusteesnfthe retirement systemandthat | will not knowingly violate or willingly permit to be
violated any of the laws applicableto the retirement OU O O A 6 8

Qualificationsof Board:

llesa Daniels (Chair)
ElectedBoard Member

Electedin2015, llesaDanielsbegan her career with the TexasHealthandHumanServices
Commissionin 1990 asa TexasWorks Advisor.Shewaslater promoted to CaseAnalystandis
currently aProgramSpecialisin Quality AssuranceFieldServicesShealsol AT O he®énployees
astheybeginto navigatethroughtheir careers.

Ms.Danielsisactiveincivic organizationsin her community. Shevolunteersata homelessshelter and
I AT Olydiy§irl sinthe Houstonarea.

Ms.DanielsholdsaBachelorof Sciencen Sociologywith aminor in Psychologyfrom TexasSouthern
University. Herterm expiresAugust31,2021.
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